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OATH OR AFFIRMATION
1, MICHAEL R. STURGES

, swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

THE STURGES COMPANY , as
of DECEMBER 31 ,20_04 are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

4/ //7////
Disn/ 2/

\ p 7 ’
Notary Public 7 N PN \i// @( - ON
3 0\\\ e SUSAN E. JOHNS '
This report ** =S Lot T Noary Public, State of OR0
port ** contains (check all applicable boRestg % i ,
)r’g (a) Facing Page. :* i pe by My Commission Expires
X (b) Statement of Financial Condition. = e e N 10:0107
0 (¢) Statement of Income (Loss). -, R -\S‘S
[0 (d) Statement of Changes in Financial COI]dlthfV,rE OF % 0 A\
O (e) Statement of Changes in Stockholders’ Equity or’P‘hHrﬂérs or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
[0 (g) Computation of Net Capital.
O (b) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
J (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O (§) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

@ (1) An Oath or Affirmation.
B (m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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MARK P. MURPHY & ASSOCIATES

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Stockholders of The Sturges Company

We have audited the accompanying statement of financial condition of The Sturges Company (the
Company) as of December 31, 2004. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on this financial statement based on our
audit.

We conducted the audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the statement of financial condition is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
statement of financial condition. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall statement of financial
condition presentation. We believe that our audit of the statement of financial condition provides a
reasonable basis for our opinion.

In our opinibn the statement of financial condition referred to above presents fairly, in all material

respects, the financial position of The Sturges Company as of December 31, 2004 in conformity with
accounting principles generally accepted in the United States of America.

%/W%ﬁw

Mark P. Murphy & Associates

February 2, 2005

1051 OLD HENDERSON ROAD * SUITE A ¢ COLUMBUS, OHIO 43220

(614) 459-3182 » FAX (614) 459-6547



THE STURGES COMPANY
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004
ASSETS
2004

Cash and Cash Equivalents $ 267,816
Prepaid Expense 2,396
CURRENT ASSETS 270,212

Furniture and Fixtures and Cost, Net of Accumulated Depreciation
of $51,465 0
TOTAL ASSETS $ 270,212

LIABILITIES AND STOCKHOLDER'S EQUITY

Accounts Payable and Accrued Expenses $ 13,794
Subordianted Debt Payable to Stockholder (Note 5) 200,000
TOTAL LIABILITIES 213,794

Common Stock-750 Shares Authorized, 100 issued and Outstanding,

Stated Value of $5 per Share 500
Retained Earnings 55,918
TOTAL STOCKHOLDER'S EQUITY 56,418
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY $ 270,212

The accompanying notes are an integral part of the financial statements
2



THE STURGES COMPANY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

1. Organization
The Company operates as a registered broker and dealer in securities in Ohio and is a member of the

National Association of Securities Dealer, Inc. INASD). The Company’s principal business activity
is the underwriting of securities which are generally secured by insured mortgage loans.

2. Significant Accounting Policies

Revenue Recognition

Fee income is recognized when the underwriting is completed and the income is reasonably
determined.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents are defined as deposits or investments in local banks or other credit
institutions with maturity dates of 90 days or less.

Fair Value of Financial Instruments

The Company believes that the fair value of its financial instruments (cash, trade and notes
receivables, and trade and notes payable) approximates their carrying value based on the related
interest rates and corresponding risk.

Income Taxes
The Company has elected for federal income tax purposes, under the internal revenue Code and the

State of Ohio, to be an S-corporation. In lieu of corporation income taxes, the stockholders of an S-
corporation are taxed on their proportionate share of the Company’s taxable income.



THE STURGES COMPANY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

Property, Plant and Equipment

Property, plant and equipment are recorded at cost and include additions and improvements that
extend the useful lives of the assets. Expenditures for repairs and maintenance are charged to
expense as incurred. '

Depreciation is computed over the estimated useful lives of the assets using the straight-line method
for buildings and improvements, and the double declining balance method for equipment.

As of December 31, 2004 property, plant and equipment are fully depreciated.

3. Related Party Lease

~

The company has entered into an agreement with a related party to lease office space. The lease
calls for monthly payments of $2,900 through December 31, 2006. Lease expense for 2004 was
$34,800.

The future annual minimum rental payments required under all operating leases that have initial or
remaining lease terms in excess of one year are as follows:

Year Ending December 31:
2005 $§ 34,800
2006 34.800
Total minimum lease payments $§ 69,600

4. Subordinated Borrowings

The sole stockholder loaned $200,000 to the Company prior to January 1, 2002. The maturity date is
December 31, 2007 and the current interest rate is 3.38%. The loans are subordinated to the claims
of the Company’s creditors. Pursuant to an agreement with the NASD, the debt qualifies as capital
for the net capital calculation.



THE STURGES COMPANY
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2004

5. Net Capital Requirement

As a registered broker, The Sturges Company is subject to Rule 15¢3-1 of the Securities and
Exchange Commission, which specifies uniform minimum net capital requirements for its
registrants. Accordingly, the Company is required to maintain net capital as defined, equal to the
greater of $100,000 or 6 2/3% of aggregate debt items. At December 31, 2004, the Company had
net capital of $254,022, which exceeded the requirements of $100,000 by $154,022.

6. Concentration of Credit Risk

The Company maintains its cash balances in one financial institution located in Columbus, Ohio.
The Federal Deposit Insurance Corporation up to $100,000 insures the balances. At December 31,
2004, the Company’s cash balance totals $267,816.

7. Retirement Plans

The Company has set up a deferred compensation plan, which covers all full time employees. These
employees are the administrators of the plan. Contributions are made at the discretion of
management and are funded as accrued. Contributions in 2004 were § -0-.

8. Pending Litigation

The Company has been named as a co-defendant in a lawsuit claiming advice recommended on debt
restructuring was flawed, causing delays in closing a transaction and interfering with the plaintiff’s
other projects. The plaintiff alleges they suffered damages in the amount of $3,780,057. It is the
opinion of management that this lawsuit is without merit and the Company intends to vigorously
defend against this claim. As of December 31, 2004, the suit is in the pleadings and discovery
stages. No amount has been accrued in these financial statements since the outcome of this matter is
uncertain, and since the resulting liability, if any, cannot be determined. Legal expenses incurred in
2004 related to defending this lawsuit were approximately $42,481.



